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the use of it in lieu of real income as the tax-gatherer's gauge
involves only a small error.
§ 4. A second difficulty has to do with the relation between
income and capital. The intention of an income tax on the
English model, i.e. when savings are not exempted,1 is to
strike that part of the gross incomings of a year which is
left over after provision has been made for maintaining capital
equipment intact. Practically, however, it is not easy to
draw a precise line in this matter. If a machine, which cost
£100 at the beginning of the year, is worn-out during the
year and a new similar machine can still be had for £100, in
order to get the net income of the user of the machine we
should clearly deduct £100 from his gross income. But, if
during the year the price of this type of machine has risen
or fallen, what exact allowance should be made ? Again,
when capital equipment suffers depreciation otherwise than
through physical wear and tear, difficult questions arise. What
allowance is to be made for the loss of value suffered by a
physically perfect machine in consequence of somebody else
having invented a better one ; what allowance for the dis-
appearance of the value of a mineshaft when the mine is worked
out ? Again, if a man buys a piece of property — a house or
a necklace of pearls or the ordinary shares of some company
— and the value of the property rises 50 per cent during the
year, is this accretion of value to be counted as income or as
tribution of the " divis ", and so far as this capital is employed in the societies'
own business, with the result of lowering prices or increasing the rate of
" divi ", there is no taxable money representative of the real services that
it renders. Thus we may imagine a society buying up a mill out of its accumu-
lated reserves. If this mill had previously been earning £10,000 and were
run now with exactly equal efficiency, no earnings of capital would appear
as money profit, but the whole £10,000's worth of real income would remain,
and would take the form either of lower prices or of larger dividends on
purchases. But quantitatively this consideration is not important. Thus
the reserve fund of the whole body of British Betail Co-operative Societies
amounted in 1925 to a little over £6,000,000. If we take the average amount
of " divis '* to have been 17 millions a year, distributed quarterly, the average
amount of capital held by the societies in respect of " divis " would have
been 2£ millions. If we reckon the real rate of return on the 8£ millions capital
composed of these two sums to be 10 per cent, we have some £812,000 a
year of real income not represented in money income. This, belonging as it
does to a body of nearly 5,000,000 persons, amounts to about 3s. 3d. per head
per annum. On the (optimistic) assumption that co-operators on the average
were liable to income tax at one-half the then standard rate, the aggregate
revenue due on this £812,000 would have been £81,200.
1 Of, post, Chapter X.
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